STATEMENT OF INVESTMENT POLICY FOR THE
CHAMPAIGN POLICE PENSION FUND
(Updated August 2009)

This document serves as the Statement of Investmdiol Par the Champaign Police
Pension Fund (“the Pension Fund”). This document isbéorevised and updated
periodically, as needed. The Pension Fund has been sseablby the City of
Champaign, lllinois and is governed by the Statuteshef $tate of lllinois. It is a
gualified tax-exempt trust designed to provide the Fund menael®r their spouses a
pension benefit at the time of retirement or incurredliiity.

Distinction of Responsibility

Pursuant to the Illinois Pension Code and lllinois PubBlinds Investment Act (30 ILCS

235/0.01), a Board of Trustees (“the Trustees”) has beeablisbied to oversee the
operation of the Pension Fund. The Trustees are reipporfor establishing asset
allocation guidelines, selecting and monitoring investnmeanhagers to carry out the
investment program, and monitoring the performance refulthe Pension Fund on an
on-going basis. The Trustees shall utilize a standfacdre in accord with the “prudent
expert rule” when making decisions regarding the investneQualified investment

managers retained by the Trustees will exercise disorefithin the parameters set forth
in these guidelines for the portfolio(s) they managéeemalf of the Fund (see Addendum
A).

Investment Policy

In establishing investment policy for the Pension Fund Ttiistees have considered the
long-term nature of the asset pool as well as the newbldesires of the participants. In
addition, the Trustees considered the risk and returracteaistics of the various asset
classes available to institutional investors, and solnghgtiidance of outside consultants.
The Trustees have established the target asset allocatid permissible percentage
ranges shown in the table set forth below:

Asset Class Target* Minimum** M aximum**
Govt. Bonds 55.0% 50.0% 60.0%
Total Fixed Income 55.0% 50.0% 60.0%
Core Equity 10.0% 5.0% 19%
Large Cap Value 10.0% 5.0% 15.0%
Equity
Mid-Cap Equity 5.0% 2.0% 7.0%
Small -Cap Equity 5.0% 2.0% 7.0%
International Equity 15.0% 10.0% 18.0%
Total Equity 45.0% 40.0% 45.0%
TOTAL 100.0%




* In accord with the interpretation of the Illinois i&0on Code, adopted by the Trustees,
the book value of total equities, at time of the investimmay not exceed the following
percentage of the market value of the Pension Fund providéa imost recent annual
report on file with the Department of Insurance. (40 IL&$%113.4 and 5/1-113-10 et.
Seg.)

** May not add up to 100%.

Rebalancing

The Independent Investment Consultant will review dkset allocation of the Pension
Fund at least each quarter and when cash flows in exce$800f000 occurThe
Independent Investment Consultant will coordinate with @Trustees to adjust the
portfolio to comply with the guidelines above as neagss The Trustees anticipate that
the on-going natural cash flow needs of the Pension Fwaatrputions and
withdrawals) will be sufficient to maintain the alfdon of the Pension Fund within
policy guidelines under most market conditions.

Fee Disclosure

All investment professionals contractually agree and giavide, at least quarterly, full
disclosure of direct and indirect fees, commissionspajpies, and any other
compensation that may be received by the investment adwiskiding reimbursement
for expenses (40 ILCS 5/1-113.5). Rates of return will begiged to the Trustees net of
all fees.

Investment Objective

The primary objectives of the Fund are to: (a) earnhigdest possible total return

consistent with levels of risk prudent to the cash ftequirements of the Fund, and (b)
to create a stream of investment returns to insureytsiematic and adequate funding of
actuarially determined benefits through contributions amdepsional management of

the Fund assets.

The Pension Fund has been optimized to meet its aat@msumed rate of return of
7.25%. The performance objective for the Pension Fund eéxdeed, after investment
management fees, a customized blended benchmark. To evslaess, the Trustees
will compare the performance of the Pension Fund tathearial assumed rate of return
and the performance of a custom benchmark. This benchmaré&sents a historical

passive implementation of the investment policy targéts. data for this benchmark will

be re-balanced quarterly and consist of a weighted averhgiee investment policy

targets, utilizing the appropriate quarterly performancéh@fmarket indices and weights
of the indices as defined in the investment policy at thee tof the performance

measurement.



Diversification

The Trustees understand their responsibility to diversifyPdesion Fund. By investing
the Pension Fund’'s assets in multiple asset claasés using outside investment
managers with well-diversified portfolios, diversificat accomplishes its goal of
insulating the portfolio from the effects of substahiosses in any single security or
sector of the market.

Proxy Voting

The Trustees recognize that proxies are assets of thg&ioReFund. The Trustees
delegate the responsibility for voting proxies to each imuest manager retained to
manage the Pension Fund’s assets. The Trustee®edlve periodic reports from each
investment manager for separate or commingled accountsvelekiging that they have

voted the proxies.

Custody

The Trustees will select a third party custodian to kaeép the assets of the Pension
Fund. The custodian will comply with all of the provissoof the Illinois Pension Code
relating to Custody of Investments (40 ILCS 5/1-113.7). PlseséAddendum A for the
current Custodian of the Pension Fund.

Portfolio Evaluation

The Pension Fund will be evaluated by an Independentstmesnt Consultant on a
quarterly basis. Written reports will be provided to thestees no later than 45 days
after the end of each calendar quarter. They will nvegt the various investment
managers, and the Pension Fund on a quarterly basis ewrawy difference to the
investment guidelines and analyze the general liability strecof the Fund. The
investment managers shall also provide written repottset@lan sponsor and consultant
on a quarterly basis detailing performance for the mesént period as well as the
current outlook of the equity and fixed income markets. Hded, the Independent
Investment Consultant will assist the Trustees withgelection of investment managers
and custodians. Please see Addendum A for the current hukge Investment
Consultant of the Pension Fund.



Investment Manager Evaluation Terminology

The following terminology has been devised to facilitatecurate communication
between the Investment Manager, Investment Consultadtiree Plan Sponsor. Each
term signifies a particular status with the Fund and @mnditions which may require
improvement. In each case, communication is made ditdy aonsultation with the

Trustees of the Plan.

STATUS DESCRIPTION

A. "In Compliance" The investment manager is actindguihcompliance with
the Investment Policy Guidelines and is performing up to
the expectations of the Fund.

B. "Alert" The investment manager is notified of didilty in his/her
performance (usually related to a benchmark, or volatility
measure), change in investment characteristics or
management style, or any other irregularities for the
purpose of improving performance and investment
discipline.

C. "On Notice" The investment manager is notified ofomcern with a
continued problem in any of the above issues, which if not
improved upon over a specific time frame (usually at least
2 quarters) will be cause for termination.

D. "Termination” The Trustees have decided to termirihge manager, a
letter has been sent on behalf of the Trustees andittion
plans are in place.



INVESTMENT MANAGER GUIDELINES
Active Bond M anagement

This document contains the guidelines and restricticaisaibply to the bond manager of
the Pension Fund (see addendum A). The investment mansigall, to the extent
possible, comply with the dictates of Article Il thie lllinois Pension Code, as amended.
Upon discovering the security outside the parameterggétin Article 11l of the lllinois
Pension Code, the manager is required to sell the segcumediately.

Permissible Fixed Income Investments

1. The manager is expected to comply with all of the grors of the lllinois Pension
Code relating to Article 3 Pension Funds, specificatgtions 113.1, 113.2, 113.3,
and 113.4, relating to Permissible Investments (40 ILCS 5/1-11.352@.). In accord
with the applicable portions of the Pension Code, abefexenced, the manager may
invest in the following fixed income securities:

a) Treasury Bills

b) Treasury Notes

c) Government Agencies (This includes bonds issued byFdderal National
Mortgage Association, Student Loan Marketing Associatiederal land banks,
federal intermediate credit banks, entities allowedthsy Farm Credit Act of
1971, federal home loan banks, Federal Home Loan Mortgagecidtion, and
any other agency allowed by Act of Congress)

d) Certificates of Deposit

e) Money Markets Mutual Funds (See Section 113.2(11) ftniatésns)

2. No single security should comprise more that 10%@pbrtfolio’s overall allocation
after accounting for price appreciation.

3. The manager may invest up to 10% of its portfolio in castash equivalents.

Investment Objective

Over reasonable measurement periods (3 to 5 yearsJrtiseees expect the portfolio
return to exceed that of the return of a blended benghewnsisting of 50% of the
Barclays Capital Government Index and 50% of the Barclaystal Mortgage Index.

For performance evaluation purposes, the manager retultse calculated on an after-
fee basis.



INVESTMENT MANAGER GUIDELINES
Large Capitalization Core Equity M anagement

This document contains the guidelines and restrictidrt t@pply to the large
capitalization core equity manager of the PensiondF(see addendum A). The
investment managers shall, to the extent possible, gowifh the dictates of Article Ill

of the lllinois Pension Code, as amended. Upon discaydtia security outside the
parameters set forth in Article Il of the lllinofBension Code, the manager is required to
sell the security immediately.

Permissible Equity Investments

1. The manager is expected to comply with all of the grons of the lllinois Pension
Code relating to Article 3 Pension Funds, specificatgtions 113.1, 113.2, 113.3,
and 113.4, relating to Permissible Investments (40 ILCS 5/1-11.35£@.). In accord
with the applicable portions of the Pension Code, abefexenced, the manager may
invest in the following equity securities:

a)

b)

C)

d)

The common stocks are listed on a national seesigtxchange or board of trade
or quoted in the National Association of Securities|BrsaAutomated Quotation
System National Market System.

The securities are of a corporation created oriegisinder the laws of the United
States or any state, district, or territory thereaf #me corporation has been in
existence for at least 5 years.

The corporation has not been in arrears on payofesividends on its preferred
stock during the proceeding 5 years.

The market value of stock in any one corporation doesxeeed 5% of the cash
and invested assets of the Pension Fund, and the invesimémsstock of any
one corporation does not exceed 5% of the total outsignstiock of the
corporation.

The straight preferred stocks or convertible prederseocks are issued or
guaranteed by a corporation whose common stock qualifigsvilestment by the
Board.

The issuer of the stocks has been subject to th@resnent of Section 12 of the
federal Securities Exchange Act of 1934 and has been cwmdnthe filing
requirement of the Sections 13 and 14 of that Act duringibeeeding 3 years.

2. The manager may invest up to 5% of its portfolio in @astash equivalents.

3. Private placements, venture capital, options, or diahnfutures may not be
purchased. The purchase of securities on margin is prahibite

4. No single security in the manager's portfolio willigrise more than 8% of its equity
allocation at the time of purchase, nor will it be emdhan 10% of the equity
allocation of the portfolio after accounting for pregpreciation.



5. The account's equity managers will vote all proxiethe best long-term interest of
the Pension Fund.

6. All interest and dividend payments must be swept only lissis into a short-term
money market fund for re-deployment.

Investment Objective

Over reasonable measurement periods (3 to 5 yearsJrtiseees expect the portfolio
return to exceed that of the return of the S&P 500 Index.

For performance evaluation purposes, the manager reftultrise calculated on an after-
fee basis.



INVESTMENT MANAGER GUIDELINES
Large Capitalization Value Equity M anagement

This document contains the guidelines and restrictidrt t@pply to the large
capitalization value equity manager of the Pension F(ggge addendum A). The
investment managers shall, to the extent possible, gowifh the dictates of Article Ill

of the lllinois Pension Code, as amended. Upon discaydtia security outside the
parameters set forth in Article Il of the lllinofBension Code, the manager is required to
sell the security immediately.

Permissible Equity Investments

1. The manager is expected to comply with all of the grons of the lllinois Pension
Code relating to Article 3 Pension Funds, specificatgtions 113.1, 113.2, 113.3,
and 113.4, relating to Permissible Investments (40 ILCS 5/1-11.35£@.). In accord
with the applicable portions of the Pension Code, abefexenced, the manager may
invest in the following equity securities:

a)

b)

C)

d)

The common stocks are listed on a national seesigtxchange or board of trade
or quoted in the National Association of Securities|BrsaAutomated Quotation
System National Market System.

The securities are of a corporation created oriegisinder the laws of the United
States or any state, district, or territory thereaf #me corporation has been in
existence for at least 5 years.

The corporation has not been in arrears on payofesividends on its preferred
stock during the proceeding 5 years.

The market value of stock in any one corporation doesxeeed 5% of the cash
and invested assets of the Pension Fund, and the invesimémsstock of any
one corporation does not exceed 5% of the total outsignstiock of the
corporation.

The straight preferred stocks or convertible prederseocks are issued or
guaranteed by a corporation whose common stock qualifigsvilestment by the
Board.

The issuer of the stocks has been subject to th@resnent of Section 12 of the
federal Securities Exchange Act of 1934 and has been cwmdnthe filing
requirement of the Sections 13 and 14 of that Act duringibeeeding 3 years.

2. The manager may invest up to 5% of its portfolio in @astash equivalents.

3. Private placements, venture capital, options, or diahnfutures may not be
purchased. The purchase of securities on margin is prahibite

4. No single security in the manager's portfolio willigrise more than 5% of its equity
allocation at the time of purchase, nor will it be emdhan 10% of the equity
allocation of the portfolio after accounting for pregpreciation.



5. The account's equity managers will vote all proxiethe best long-term interest of
the Pension Fund.

6. All interest and dividend payments must be swept only hissis into a short-term
money market fund for re-deployment.

Investment Objective

Over reasonable measurement periods (3 to 5 years]rtiseees expect the portfolio
return to exceed that of the return of the Russell 1000eMadex.

For performance evaluation purposes, the manager reftultrise calculated on an after-
fee basis.



INVESTMENT MANAGER GUIDELINES
Mid-Cap Value Equity M anagement

This document contains the guidelines and restrictiored #pply to the mid-
capitalization value equity manager of the Pension Fs@el addendum A).

Permissible Equity Investments

1. This fund is governed by the guidelines and restrictiom$éamned in its prospectus
and the fund will consist almost exclusively of migitalization common stocks.

Investment Objective

Over reasonable measurement periods (3 to 5 years]rtiseees expect the portfolio
return to exceed that of the return of the S&P MidCap@dgroup Value Index.

Over reasonable measurement periods (over 5 yearsJruilkeees expect the portfolio
return to exceed that of the return of the S&P 500/Ciigrdalue Index.

For performance evaluation purposes, the manager retultrse calculated on an after-
fee basis.



INVESTMENT MANAGER GUIDELINES
Small-Capitalization Growth Equity M anagement

This document contains the guidelines and restrictions #pgply to the small-
capitalization growth equity manager of the PensiomdF(see addendum A). The
investment managers shall, to the extent possible, gowifh the dictates of Article Ill
of the lllinois Pension Code, as amended. Upon discaydthia security outside the
parameters set forth in Article Il of the lllinofBension Code, the manager is required to
sell the security immediately.

Permissible Equity Investments

1. The manager is expected to comply with all of the grons of the lllinois Pension
Code relating to Article 3 Pension Funds, specificatgtions 113.1, 113.2, 113.3,
and 113.4, relating to Permissible Investments (40 ILCS 5/1-11.35£@.). In accord
with the applicable portions of the Pension Code, abefexenced, the manager may
invest in the following equity securities:

a)

b)

C)

d)

The common stocks are listed on a national seesigtxchange or board of trade
or quoted in the National Association of Securities|BrsaAutomated Quotation
System National Market System.

The securities are of a corporation created oriegisinder the laws of the United
States or any state, district, or territory thereaf #me corporation has been in
existence for at least 5 years.

The corporation has not been in arrears on payofesividends on its preferred
stock during the proceeding 5 years.

The market value of stock in any one corporation doesxeeed 5% of the cash
and invested assets of the Pension Fund, and the invesimémsstock of any
one corporation does not exceed 5% of the total outsignstiock of the
corporation.

The straight preferred stocks or convertible prederseocks are issued or
guaranteed by a corporation whose common stock qualifigsvilestment by the
Board.

The issuer of the stocks has been subject to th@resnent of Section 12 of the
federal Securities Exchange Act of 1934 and has been cwmdnthe filing
requirement of the Sections 13 and 14 of that Act duringibeeeding 3 years.

2. The manager may invest up to 5% of its portfolio in @astash equivalents.

3. Private placements, venture capital, options, or diahnfutures may not be
purchased. The purchase of securities on margin is prahibite

4. No single security in the manager's portfolio willigrise more than 5% of its equity
allocation at the time of purchase, nor will it be emdhan 10% of the equity
allocation of the portfolio after accounting for pregpreciation.



5. The account's equity managers will vote all proxiethe best long-term interest of
the Pension Fund.

6. All interest and dividend payments must be swept only lissis into a short-term
money market fund for re-deployment.

Investment Objective

Over reasonable measurement periods (3 to 5 years]rtiseees expect the portfolio
return to exceed that of the return of the Russell 2000vtBrindex.

For performance evaluation purposes, the manager reftultrise calculated on an after-
fee basis.



INVESTMENT MANAGER GUIDELINES
International Equity M anagement

This document contains the guidelines and restrictions apply to the international
equity manager of the Pension Fund (see addendum A).

Permissible Investments

1. This fund is governed by the guidelines and restrictiongtacoed in its
prospectus.

2. The fund must be at least 85% invested in internatianaties.

3. The fund can not have more than 15% of its assets ipaoies domiciled in

the United States and can not have more than 15% ofsiéésas companies
domiciled in the emerging countries as defined by MSCI.

4. The average capitalization of the fund must be notlems 10% and no more
than 150% of the MSCI EAFE Index.

Investment Objective

Over reasonable measurement periods (3 to 5 years]rtiseees expect the portfolio
return to exceed that of the return of the MSCI EAR&ek.

For performance evaluation purposes, the manager retultrise calculated on an after-
fee basis.



SIGNATURE PAGE

Trustee

Trustee

Trustee

Trustee

Trustee

Date

Date

Date

Date

Date



Addendum A

Active Government Bonds

Passive Large-Capitalization Core Equity

Large Capitalization Value Equity

Mid-Capitalization Equity

Small-Capitalization Equity

International Equity

Custodian

Independent Investment Consultant

Segall Bryant & Hamill

Fiduciary Managgm

Mesirow Asset Managetme

Lord Abbett Mid-Cap Value Fund

Kayne Anderson

Harbor International Fund

American Funds EuroPacific Growth
Fund

First Midwest Bank

Becker, Burke Assasciate



